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The success of Brazil's new anti-inflation plan is attracting a huge influx of foreign investment to
the country, generating widespread optimism that Brazil's economy is moving toward boom times.
Since July 1, when President Itamar Franco's government launched a new currency pegged to the
US dollar, monthly inflation in Brazil has plummeted to its lowest levels in more than a decade.
According to the official statistics agency (Instituto Brasileno de Geografia y Estadisticas, IBGE), in
September the consumer price index (CPI) totalled only 1.51%, bringing accumulated inflation for
the first three months since Brazil's new monetary unit began circulating to 13.56%.
In June, when the old "cruzeiro real" bills were still being used, monthly inflation had climbed to
nearly 50%, and accumulated inflation for the first six months of the year had reached 732%. But
in July, after the new "real" bills were introduced, the CPI tumbled to just 6.08%, and in August it
dropped another half a percentage point, to 5.46%. According to the IBGE, monthly inflation fell
even further in September because the old cruzeiro real bills had completely disappeared from
the market by Aug. 15. Until that time, consumers continued to use the old currency for many
transactions, which the IBGE claims "contaminated" inflation estimates and kept the CPI from
dropping further during the first two months after the new real began circulating.
The government expects the CPI to drop even more in October, since other inflationary pressures
still present in September should be eliminated. During September, for example, rents for
commercial and residential purposes grew by an average of 17.5%, since the government had
designed complicated procedures to calculate the difference from cruzeiro prices to new real
prices, which in turn encouraged landlords to increase rents much more than anticipated by the
government. But by October, most rents should be completely readjusted to the new currency,
greatly alleviating the pressure on prices. In addition, the government plans to lower rates for many
public services in the first half of October, since a government review of prices in late September
demonstrated that production costs have decreased substantially in many economic activities run by
the state.
According to Finance Minister Ciro Gomes, rates will certainly be lowered for electricity, most fuel
products, telecommunications, and postal services, and more rate reductions may be authorized
for other activities as well. Given the success of the anti-inflation program, most economists now
predict that Brazil will move toward full economic recovery following years of economic decline.
In 1990, the Brazilian economy contracted by a staggering 4.4%. The GDP rebounded slightly
in 1991, growing by about 0.9%, but in 1992 it fell again, by nearly 1%. Last year, the economy
began to recover, with a hefty 4.5% jump in GDP (see Chronicle, 10/21/93 and 03/31/94). But this
year, although the government predicted the economy would continue to grow, most economists
expected the recovery to slow substantially compared with 1993. Nevertheless, the stunning success
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of the anti- inflation plan has generated widespread enthusiasm among domestic and foreign
investors for the first time in years. That has in turn spurred a surge in investments in the country's
financial markets since the beginning of the year, when the Franco administration launched the first
measures contained in the economic stabilization program that led up to the introduction of the
new currency in July. During the first six months of 1994, a total of US$7.324 billion in fresh foreign
investment flowed into Brazil's financial markets.
The Sao Paulo stock exchange index has climbed 90% in dollar terms this year, making it the world's
fastest growing exchange, according to the Finance Ministry. In addition, a boom in US franchises
is underway as US companies rush to Brazil to take advantage of the new-found economic stability
and the Franco government's free-market policies. The Brazilian Franchise Association estimates
that the number of outlets operating in Brazil will expand by 44% this year, to 25,600 nationally.
Among the fastest growing franchises are fast-food restaurants, with virtually every major US fastfood chain now moving into the country, especially McDonald's, Pizza Hut, Arby's, Kentucky Fried
Chicken, and the Subway Corporation. Some 1,265 new fast-food outlets are scheduled to open this
year, representing an increase of 66% over 1993.
"Brazil is where Mexico was two years ago," said Guilherme Affonso Ferreira, who recently
opened an Arby's. "Volume is going to be the name of the game. Whoever arrives at the year 2000
without 300 or 400 fast-food restaurants in Brazil is going to be out of the game." Moreover, the
outcome of the Oct. 3 presidential elections is expected to bring an even greater surge in foreign
and domestic investment. The president-elect, Fernando Henrique Cardoso, designed the Franco
government's economic stabilization plan before he resigned as finance minister last April, and thus
Cardoso's victory at the polls means the plan will be rigidly upheld by the incoming government.
The president-elect is expected to accelerate structural economic reforms once taking office. Among
other things, Cardoso will aggressively pursue constitutional amendments that would allow the
government to broaden and institutionalize tax reform, while extending the privatization program
to include state monopolies now protected by the Magna Carta, such as the telecommunications and
oil industries.
"We are going to speed privatizations enormously," Cardoso told the New York Times just before
the elections. "Certainly there is no reason to maintain the telephone monopoly, and we should
make the oil monopoly more flexible to allow foreign private investment." Consequently, most
economists believe the Brazilian economy is moving toward boom times for the first time since the
"debt crisis" exploded in Latin America in the early 1980s. The GDP is expected to grow by about 5%
this year, and the economic expansion is likely to remain constant in the medium to long term.
"I would not be surprised if Brazil is starting a decade of 6% to 7% annual growth," said Rudiger
Dornbusch, an economics professor from the Massachusetts Institute of Technology. Indeed, at
its annual assembly in Madrid at the end of September, the International Monetary Fund (IMF)
released a new report on Brazil that praised the economic stabilization plan as a point of departure
on the road to economic recovery in Brazil. "We have worked very closely with the Brazilians on
the details of the stabilization plan, and we are very satisfied with the program's success so far,"
said Michel Camdessus, the IMF's executive director. "We are at the start of what could be a radical
transformation of the Brazilian situation."
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